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BY MR BUITS

Q An subject to those changes do you --
if I were to ask you the questions contained in
these exhibits, would your answers be the sane or

substantially the same?

A They woul d be substantially the sane,
yes.

MR BUTTS: At this time | offer into
evidence Aneritech Illinois Exhibits 9.0, 9.1,

9.2, and 9.3 with the Company schedul es except
those whi ch have been withdrawmn. And | will
tender the witness for cross-exam nation.

AND | woul d al so say we have nade
some | ong-hand corrections. | could pass these
out to the parties so they can see these nunbers.

JUDGE MORAN: Okay. M. Butts, | also
bel i eve that you woul d be noving 9. 0P?

MR BUTTS: Yes.

JUDGE MORAN:  9.1P, 9.2P, all proprietary
records also into the record, right.

MR, BUTTS: That's correct. Thank you.

JUDGE MORAN: Are there any objections to
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the adm ssion of any of these exhibits as outlined
by M. Butts?
(No response.)
JUDGE MORAN: Hearing none, they will be
adm tted.
(Wher eupon Anmeritech
Exhibit Nos. 9.0 thru 9.2
proprietary and 9.0 thru 9.3
Public were
admtted i nto evidence.)
JUDGE MORAN: W will open cross -exam nation.
Thi s exhibit you are passing out should
be marked proprietary, aml correct?
MR, BUTTS: Yes, it is. Very nuch so.
JUDGE MORAN: W/ I everybody do that on their
copy right now
MR BUTTS: M. Palnmer is checking the nunbers.
MR PALMER Did || do it, right, no.
M. Sorenson corrected updated a LRSIC
cost colum but forgot to update the shared cost
col um.

The shared costs are going to change
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because those are calculated by the expense factor
to the LRSIC
So the LRSI C goes down the shared cost

goes down. The shared cost for access area A
shoul d be reduced by 9 cents and the other issue go
down a dine.

MR PACE: The others?

MR PALMER  Ten cents.

MR, HARVEY: That woul d be proprietary?

MR, BUTTS: | guess | would request |eave to, if
we could have this ready by tonorrowto late file a
revised exhibit, proprietary exhibit.

JUDGE MORAN: | think that woul d be w se

MR, BUTTS: That has this all typed up and shows
the nunber correctly as M. Pal ner has just
corrected M. Sorenson

JUDGE CASEY: It wouldn't be late filed since
the record is still open, just a corrected
schedul e.

MR, GOLDENBERG While we are on that subject of
corrections, would it be possible to nmaybe get

errata sheets for witnesses fromnow on as we go
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forward like they did for the one because ot herw se
peopl e who are going in and out are in a position
when they wite their brief have to go page by
page?

JUDGE MORAN:  Sure.

MR, GOLDENBERG It's very difficult to go back

I think it will nmake it easier for all

of us when we wite our briefs to know what is
proprietary and what isn't, where the changes are
made.

MR, BUTTS: The exhibit will be 9.4P okay. So
this is 9.4P in its rough under revised forn?

MR, BUTTS: Yeah, actually | would rip this one
up and not use it at all

THE WTNESS: M. Sorenson has already corrected
his schedule. This should be 9.4P tonorrow will be
9.5P, which is a typed-up version with all the
corrections.

MR PACE: What is 9.4?

MR BUTTS: This handwitten correct which is
wr ong.

JUDGE CASEY: The one you are going to hand in
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tonorrow nmake it 9.4P corrected.

MR BUTTS: That's great.

JUDGE CASEY: Thank you

JUDGE MORAN:  Now does soneone wi sh to start
with cross?

MR HARVEY: | guess so, yes.

CRCSS- EXAM NATI ON
BY
MR HARVEY:

Q M. Sorenson, now that we are off to this
rising start. 1'magoing to ask you a few questions
about vertical features if | mght.

It's your testinony or perhaps nore
accurately M. Vonl ehouse (phonetic) that you are
adopting that Ameritech enjoys high margins on
vertical features such as call waiting?

A Yes.

Q In fact, it is your testinony or M.

Vonl ehouse that previous prices for certain
vertical features such as automatic call back are
hi gher than you believe they ought to be?

A I want to say higher than they ought to be,
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just the reason why we are proposing reductions in
the pay per -use features, twofold; one to offset --
partially offset the increase in access |line
prices. And to get better relat i onship between the
subscription vertical feature price and the pay
per -use use vertical feature price.

Q That's to nake the subscription sort of
payoff a little better?

A Just to -- actually it nmakes the pay
per -use nore |ogical pricing structure rather than
a subscri ption.

Q Al right.

Now, the increnmental cost in providing

these vertical services is pretty low, isn't it?

A As | understand it.

Q That woul d have a lot to do with why the
margin was pretty high?

A Correct.

Q kay. So let's say the Conmission is
ruling on this rate re-bal anci ng proposal and
trying to determ ne whether it were revenue

neut r al
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If it decided to take into account
i ncreased demand for these services, the costs
associ ated wi th that increased demand woul d be
nmodest, shall we say?

A Yes.

Q Ckay. Your testinony is that Staff Wtness
Mar k Hansen, and this will be at your rebuttal at
line 10. | think it may have undergone pagi nation
problenms that seemto vex this case. But it is
your testinony that Staff w tness Mark Hansen and |
quot e, supports an increase in t he residenti al
network access line price in access area B and Cto
rai se those prices of the LRSIC, is that not your
testi nmony?

A Yes.

I amsorry could you repeat that.

Q It's your testinony and we are on page 10
of your rebuttal that Staff wi tness Mark Hansen and
I quote supports an increase in the residential
network access line price in access areas B and C
to raise those prices to the LRSIC.

Now, am | correct in assum ng,
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M. Sorenson, that if you based your assertion

this assertion you just made on M. Hansen's
statement that quote should Aneritech Illinois’
updat ed resi dence network access line LRSIC fil ed
in this proceeding ultimately be approved by the
Conmi ssion comma increase -- | guess these aren't
proprietary -- let's see -- certain increases wuld

be justified?

A My statenent in my rebuttal is based on
that, vyes.
Q Fair enough. It's not based on anything

el se M. Hansen sai d?
A Correct.
JUDGE CASEY: Can we take a break here a second.
W | ost the connection to Springfield.
(Whereupon, there was a

change in reporters.)
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(Change of Reporter)

MR HARVEY: Al right. M. Sorenson, again
with our oft-interrupted discussion, | would Iike
to talk to you if I mght about nonpublished and
unli sted nunbers, and | know you are framed as an
economist. So if you can put your econom st hat
on, | understand you do get econom st hats, and |
think we'd all like to see it.

And your testimony is that the
Conmi ssion shouldn't require Areritech Illinois to
reduce or cut or elimnate all together its charge
to consunmers who wi sh to have their tel ephone
nunbers unlisted or unpubl i shed, correct?

A Correct.

Q You base this on your contention -- |
assune this is your econom st's contention -- that
to allow a |l arge nunber of customers to have
unpubl i shed or unlisted nunbers woul d di mnish the
val ue of the public switch tel ephone network
generally since it would in sonme cases make it
relatively nore difficult for a subscriber to cal

anot her.
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Is that a fair characterization of your
testi nmony?

A Yes.

Q You go so far as to say, and I will quote
why don't | let you turn to your rebuttal or your
surrebuttal first and convince yourself that | am
not making t his up.

You t here?

A Yes.

Q You go so far as to say that, quote, having
t el ephone nunbers of nost custoners available to
other customers is of great, and you underscore

"great," social value; is that not true?

A That's true.

Q You do underscore "great," correct?
A Yes.
Q So I'massum ng that you as an econom st

think that this is really, really inportant,

correct?
A Correct.
Q Ckay. Now, Ameritech Illinois or one of

its growi ng nunber of corporate affiliates sells
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the nanes and tel ephone nunbers of subscribers to

persons such as, |et
want for whatever reason to call subscribers
correct?

A I don't know directly, but I would say
that's probably true.

Q Ckay. And woul d you agree with ne that

s say, direct marketers who

Areritech can't sell the names and phone nunbers of

subscri bers who pay not to have those nanes and
phone nunbers published?

A | don't know the answer to that.

Q Ckay. Let's assune hypothetically that

what | am saying here is true. Gay?

Assumi ng hypothetically that Ameritech

Illinois does sell the nanes of subscribers to

direct marketers and isn't allowed to sell the

nanes of people who have unlisted nunbers to direct

mar keters. Hypothetically, it's -- the list of
subscribers they could sell would probably have
materially |l ess available to those direct

mar keters, woul dn't they?

A Hypot heti cal ly, yes.

1521



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Ckay. And assuming all these things to be
true, it would probably realize relatively |ess
money fromthe sale of those subscribers to direct
mar keters, correct?

A Hypothetically with | ess val ue, yes.

Q kay. That's fair.

Now, Aneritech runs a directory
assi stance operation?

A Yes.

Q And | believe the going rate now for
directory assistance is 95 cents a call, isn't it?

A | believe that's correct.

Q Now, let's assune hypothetically that --
let's not even assune it hypothetically.

To the extent that the public becones
aware that Ameritech is in possession of relatively
fewer listed or published nunbers, there mght be
relatively less demand for this service as well
woul d t here not?

A Only after probably a long tine when peopl e
have repeated calls to the service not being able

to get the nunbers, but that woul d probably take a
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| ong period of tine.

Q But nonet hel ess, once a custoner calls a
fewtines and says -- gets that nunber is not
published or listed, they are very likely to stop
calling directory assistance, correct?

A | would agree with that.

Q Ckay. Now, Anmeritech also sells a product
called privacy manager, correct?

A Correct.

Q And this product is sold -- Aneritech sells
this to people based on the fact that privacy
manager effectively prevents the subscriber's phone
fromringing in the event that the person placing
the call doesn't permt the call to be identified
in the sense of Caller ID?

A Correct.

Q Ckay. And we can agree that that would be
the case with, for exanple, direct mark eters?

A Most |ikely.

Q Ckay. So that if people perceive the
telemarketing is less of an irritant in their daily

lives, perhaps they mght -- there mght be a
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1 reduced demand for call -- for privacy manager,

2 mght there?

3 A | would agree with that.
4 Q kay. Now, this is all in addition to the
5 fees that Aneritech Illinois charges to customners

6 who want their nunbers to be nonlisted or not

7 published, correct?

8 A Correct.
9 Q And what is that fee, just so | know?
10 A I will have to check ny -- let's see -- |

11 don't know of fhand the exact nunber nor where in

12 the book, but it's less than $2 | believe for --

13 Q A year, a nonth?

14 A Mont h.

15 Q So two clanms a nmonth for unpublished.

16 Is it the same for unlisted?

17 A It is |ess.

18 Q  Ckay.

19 A And | believe approximately the nonpub is

20 in the range of $1.50, give or take 25 cents, and
21 the nonlisted is in the range of 90-sone cents.

22 Q Ckay. Now, we can agree that requiring --
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that all of these fees I've -- and products |'ve
descri bed or hypothetically described would, if
what | amsay is sonething pretty well correct,
have significant benefits for Areritech Illinois as

well as for the greater society, correct?

A Can you restate that? | amsorry.
Q I will withdraw that question and try it
agai n.

I've just described a nunber of
either -- of services and products either
hypot hetically or not that Ameritech Illinois would
realize a substantial revenue from correct?

A Correct.

Q And each of these products and services is
at least to sone degree dependent upon Aneritech
Illinois retaining a | arge nunmber of subscribers
who are unwilling to have their nunbers unpublished
or unlisted, correct?

A Correct.

Q So to the extent that a significant nunber
of people have their -- don't take advantage of

havi ng their nunbers unpublished or unli sted,

1525



10

11

12

13

14

15

16

17

18

19

20

21

22

Amreritech Illinois nmakes a bunch of noney; fair
enough?

A Makes sone noney, yes.

Q And it would make | ess nmoney if relatively
nmore peopl e could get their nunmbers unlisted or
unpubl i shed?

A Hol di ng everything el se constant, yes, |
agree with that.

Q And certainly nore people would -- it would
be fair to characterize your testinony as stating
the proposition that, when you | ower the cost
associ ated with having an unlisted or unpublished
nunber to -- the nunber of custoners who elect to
do that is likely to increase, correct?

A Correct.

Q Ckay. So | guess we can agree then and
M. Butts may well want to give me an asked and
answered, but | think we can agree to the extent --
I will wthdraw that.

We can agree that Aneritech Illinois has
a significant financial interest in, shall we say,

mai nt ai ni ng control over the nunber of nunbers that
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are unlisted or unpublished, correct?

A That's correct, |like we have a financia
interest in all the rates that we are proposing
reductions or increases to, yes.

Q And actually interests that go sonewhat
beyond the charge for unlisted and unpublished
nunbers. Would that be fair?

A That woul d be fair.

Q I would nove on to one other quick line
here.

It's your testinony, M. Sorenson that
di scounts should be targeted -- | will wthdraw
that and ask you to go to your rebuttal at 15 since
I amquoting you. | think you ought to have the
chance to see if | amdoing it right.

A Got it.

Q kay. Rebuttal at 15, it's your testinony
that -- and | quote, discounts should be targeted
to custonmers who are, quote, involved in their
service seeking a lower rates or sinplified rate
structures, end quote; is that correct?

A That's correct.
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Q So we can agree that your proposa
essentially doesn't target those sane invol ved
customers for all of the rate increases, right?

A (No response.)

Q Vell, let me withdraw that. That was
inartful. | will try to put this another way.

You obvi ously want the discounts
targeted to the -- we are going to call themfor
the tinme being the invol ved customners?

A Ckay.

Q But the rate increases that you propose
aren't all going -- flowing towards those
custoners; is that fair?

A The rate increases we have proposed are
going to all of the custoners, all the residence
cust oner s.

The increase we have is the access |line
price which would affect --

Q Al custoners?

A -- all custoners.

Q But | guess what | amsaying is custoners

other than the involved custoners woul d al so pay
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that increase in access |ines?

A That's true.

Q Ckay. And we can agree that your proposa
is revenue neutral only in the aggregate as to
i ndi vidual custoners that may -- their benefits or
detriment may vary sone?

A That's correct.

Q And we can agree that many custoners wll
suffer a net adverse result of your rate
r ebal anci ng proposal should we adopt it?

A Sone custoners might notice an adverse
ef fect, yes.

Q Ckay. Now, under your proposal, the
custoners who will break even or benefit fromthe
rate decr eases will be custoners who use a lot of
vertical services, correct?

A Correct, the pay per views vertical
services, yes.

Q And/ or custoners who nake a relatively
| arge nunber of band B calls?

A Correct.

Q O have a line installed?
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A Correct.

Q Ckay. So would it be fair to say that,
when you use the terns custoners who are invol ved
with their service, you nmean custoners who in nost
cases use vertical services or nmake |lots of tol
cal I s?

A No. What | am neani ng by "invol ved" and
the reason for this discussion was related to the
aut omati ¢ vol ume di scount where, when given a
list -- if we are required to nmake reductions, we
prefer not to affect the buying -- automatic vol une
di scount because, as it says, it's automatic. No
matter what the cust omers does, it's applied.

Qur preference is that we target our
di scounts to those customers, like | said, who
really get involved with their tel ephone service
look at their bills, and for those custonmers who
call up saying what can you do to inprove or |'ve
got a competitive offer, we wants to target our
nmost di scounted plans to those peopl e.

Q So we are tal king about calling plans here?

A Correct.
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Q kay. So | think | probably m sunderstood
the way you were using -- you were using "invol ved
customer™ but let me go on. Maybe it doesn't make
any difference.

Now, vertical services and band B
services have relatively high profit margins, don't
t hey?

A Yes.

Q Ckay. So to the extent you are targeting
rate decreases in your rate rebal anci ng proposal
you are targeted to | guess what we can call high
margi n customers, right?

A H gh margin to those products. | mean, a
particul ar customer could have some products that
are low margin and al so are hi gh users of other
products that are high margin. | guess you woul d
have to refine that definition of high nmargin
cust oner .

Q Ckay. | will try to do that. Let's do as
we' ve so often done in this proceeding. Hold al
el se equal. Can we do that?

And assum ng that you' ve got a customner
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that doesn't use the network a whole lot, nakes a
few band A calls and not band B calls. That would
be a relatively |l ower mar gin custoner for Aneritech
Il'linois than a custonmer who nade a | ot of band

A -- alot of band B calls, got Call Waiting, Call
Forwardi ng, Automatic Call Back and whatever that
Star 69 thing is, right? That would a higher
margi n customer, wouldn't it?

A Yes.

Q Now, with your econom st hat on here, would
you agree that that would be precisel y the group of
cust omers whose busi ness woul d be conmpeted for a
|l ot once the residential network gets really opened
to conpetition?

A I guess | would say those are higher val ued
custonmers with respect to margin. To what extent

the conpetition, if they had information on their

services, | amsure would conpete for, but --
Q Let me ask you t his: If you were -- let's
say you decide to -- for whatever reason to go to

work for a conpetitive LEC tomorrow after going

t hrough anot her one of these proceedi ngs and
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realizing this is just too horrible to contenplate
so you woul d work conpetitive LEC, which custoners
woul d you go after?

A If I knew certain custoners had certain
products ahead of tine, those custoners with a | ot
of vertical services and usage woul d be those that
I'"d go after, but a lot of conpetit ors don't know
t hat .

Q Ckay. Some of them do?

A Only probably through getting themas a
customer, and if they | eave them they woul d at
| east know that information while they were their
cust oner .

Q O they might find it out through providing
| ong-di stance servi ce perhaps?

A Per haps.

Q Ckay. And those are the customers that are
really getting the benefit of the rate bal ancing
you propose, aren't they?

A Yes, a |lot of usage and vertical service
woul d see the | argest reduction.

Q Now, on the other hand, we've got our sort
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of no-account custoner that | described to you,
doesn't make very many band B or C calls and
doesn't buy any vertical service, our low margin
cust oner.

Now, when the residential network gets
opened up to conpetition, that custoner is probably
going to be pretty well out of the hole, right,
based upon what we tal ked about ?

A I think, as you stated prior, that the
conpanies go after the -- their own | ong-di stance
custonmers that they have today is the prine
objective for trying to provide full service to
that customer, and while, like | said, they
probably don't know if they nmake a |l ot of |oca
calls or a lot of vertical services or not, but
they probably target their competitive win efforts
at those high | ong-distance custoners.

Q And we can agree that there mght very
easily be correlati on between peopl e who use a | ot
of long distance and a ot of local, right?

A Actual |y what | have seen i n conparing |ong

di stance usage to say intralata toll usage, that
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they are a negative correlation, that people with a
ot of high Iong distance actually have | ow
intralata toll and vice versa

Q That's fair enough. | |earn sonething new
every day.

But in any case, we can agree that --
let's just nove into the nirvana of conpetition
some years in the future where this information is
wi dely available to people. Custoners who don't
use t he network very much and who don't make very
many band B, C, |ong-distance, vertical services
use, they are not going to be the creamof the crop
customers that everybody wants, right?

A Wth full information, yeah

Q Ckay. Now, and basically that is the group
of customers that your rate bal anci ng proposa
woul d nost adversely affect, correct?

A And, again, it's not only what they are
doi ng today, but if we reduce the price of band B
usage, vertical services, they nmay becone nore
attractive to those custoners, and they may now

have the opportunity to use those services at | ower
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prices.

usage,

So even though, based on histor ical

woul d agree with that, | don't know what

that's going to do for the future.

Q

We don't know what that's going to do in

the future, but we do know generally i f we've got a

cust omer whose history is pretty generally not

using a whole lot of services, that's not a

custonmer that you are going to go, we've got to

keep this one? You know, is that fair?

A

Vll, | would say it's fair that, in ful

competition, conpetitors mght not expend a | ot of

resources trying to win that custoner

Whet her your statenent soneone we don't

want to keep --

Q

Whul d you spend a | ot of resources w nning

that custoner back?

A

Q

Rel ati ve to other custoners, no.

kay. Now, as |'ve asked you before -- so

I guess we can perhaps agree that those are the

custonmers that may have fewer conpetitive choices?

A

woul dn't say they have fewer conpeti tive

1536



10

11

12

13

14

15

16

17

18

19

20

21

22

choi ces. Everybody has the sanme anount of
conpetitive choices.

Q Those won't be the custoners whose -- whose
pl ans are -- bundled plans are targeted to;
woul dn't that be fair?

A I was responding to whether they hav the
same conpetitive choices

Q And you were absolutely right to do that.

A Coul d you restate the question?

Q Wy don't | wi thdraw the whol e questi on and
try to put it alittle bit nmore artfully.

The custoners we've just described that
don't use a |lot of services and don't use the
network a whole lot will not be the ones that are
sought after by conpetitors, correct, in our sort
of ideal world of full information?

A | would agree with that.

Q And so we can agree that they will have
relatively fewer choices than --

A They m ght be sought after at a | esser
degree, but they would still have the sane

opportunities.

1537



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Now, you are an econonist, M. Sorenson?

A Yes.

Q And you are famliar with the concept of
Ransey pricing?

A Yes.

Q Now, let nme see if you accept this as a
definition of Ransey pricing: A situation where
| arger mar kups are charged for services purchased
by the custonmers that are the least likely to
change their behavior.

A | would agree with that.

Q And the custonmers that are least likely to
change their behavior based on a price change are
descri bed by econom sts as having the |least elastic
demand for a product?

A Correct.

Q kay. And essentially those are the
custonmers that Aneritech is proposing to sort of
bear the brunt, if you will, of its rate
rebal anci ng proposal; isn't that true,

M. Sorenson?

A I wouldn't classify it as bearing the
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brunt.

Q Let's say benefiting the |l east. How about
t hat ?

A Under historical patterns, yeah, they would
probably see the | ess benefits of the plan

Q And, in fact, they might actually see
increases in their rate?

A Sonme of them woul d see sonme nodest
i ncreases.

Q By nodest we nean $2, don't we?

A That woul d be correct if they have no ot her
usage and they have no | ong-distance usage because
there are switched access reductions as well.

Q So let's say a custoner |ike ne that
doesn't really use the network, the poor bachel or
rate. | amthe dim-wit bachel or who doesn't pay
any attention to his service rate. | amgoing to
take pretty nuch of a hit on this, aren't I,

M. Sorenson?

A | agree that various custonmers will see

various |levels of benefit or increase in rates.

Q kay. So we are tal king about an increase
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in rates here to a significant group of custoners?

A I wouldn't say significant. | don't have a
nunber of what percentage would do it, but I wo
not think it would be large. 1t would not be
| ar ge.

Q Do you have any idea what it would be?

A | have not done that anal ysis.

MR HARVEY: Well, | think that's all | have

you, M. Sorrentino.

I thank you for your patience.

JUDGE MORAN:  Who's next?

JUDGE MORAN:

All

MR BUTTS:

(Di scussion off the record.)

Is there any ot her cross?

right. Redirect?

Yeah. Could we have --

M5. LUSSON: Good afternoon, M. Sorenson.

nane i s Karen Lusson.

JUDGE CASEY: Could you pl ease get your

m crophone a little closer.

M5. LUSSON:

Uility Board.

am here on behalf of G tizens

ul d

for

W
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CROSS EXAM NATI ON

BY
MS. LUSSON:
Q | understand you updated your Schedule 9.0
Schedule 2 --
A Yes.
Q -- in response to a change M. Pal mer made

For purposes of my question, though, |
am hol ding the earlier exhibit.

If you can turn your attention to the
second to the last colum marked "total "?

A Yes.

Q On the bottomfigure, | won't state it
because | understand -- well, that's what | want to
get at.

M. Palnmer indicated in response to sone
questions that, in fact, when you conpute the
average of costs listed for access area lines A, B
and C that the statenment of the average does not
reveal the individual cost conponents for each of
those |ine categories.

Were you in the roomwhen he indicated
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t hat ?

A | was.

Q Ckay. And M. Pal nmer al so indicated that
you had applied wei ghted averages to conpute the
average that's listed on hi s schedule; is that
correct?

A That's correct.

Q And, in fact, that last line that appears
in bold and in that second to | ast colum, are
those the average amounts?

A Those are the wei ghted average anounts.

Q And do you have the ability today to
i ndi cate what wei ghted averages you applied to come
up with that bottomfigure in the second to | ast
col um?

A You woul d apply the nunber of access lines
in each of the areas |like, for exanple, you apply
the nunber of access lines in area A tines the cost
inarea A the lines in Btines the cost of B, the
lines in Ctines the cost in C and divide that all
by the total nunber of |ines.

M5. LUSSON: Thank you very much, M. Sorenson.
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JUDGE CASEY: Any reredirect or redirect now

MR BUTTS: | do have, if | may just have two or
three m nutes.

(Recess taken.)

(Di scussion off the record.)
REDI RECT EXAM NATI ON
BY
MR BUTTS:

Q M. Sorenson, M. Harvey asked you a series
of questions related to the fact that, if listing
non -- nonlist and nonpub listing charges are
elimnated and nore people elect to not list their
nanes and nunbers in the directory and the
directory assistance that the conpany woul d | ose
revenues fromother services it provides; is that
correct?

A That is correct.

Q And in effect what he is suggesting is
there would be a cross-elastic effect to
elimnating those directory charges?

A Correct. So if we were to include in our

rate design, not only would we have to take account
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for the reduction in that -- those services, the
nonl i st and nonpub but al so account for those
reductions in revenues and all those other services
related to that.

Q Now, at the same tine that he was asking
you questions about the revenue effects or the
cross-elastic revenue effects of elimnating
l'isting nonpub and nonlist charges, does any of
t hat detract fromthe statenment that you made in
your testinony that there is high social value from

having listing informati on available to tel ephone

users?

A It does not detract fromthat statenent.
In and of itself, the availability of nunmbers -- of
listed nunbers is still a benefit to all

Q There was al so sone di scussion with
M. Harvey about the perception that the offsetting
rate reductions that the conpany is proposing in
its rate rebal ancing plan seened to be targeted
towards high margin custoners as opposed to | ow
mar gi n custoners who basically have an access |ine

and very little usage -- custoners like M. Harvey?
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A Yes.

MR HARVEY: Friendl ess ones | think
M. Butts --

BY VR BUTTS: Q Does the conpany consider that
to be inappropriate, and if not, why not?

A H storically those customers with little
usage or vertical services, i.e. the |ow nargin
customers, we've classified historically, they have
not been contributing to recovery of comon costs,
for exanple, whereby those customers with a [ ot of
hi gh margin servi ces have been contributing a
substantial share to that. In fact, these
cust omers who have the high amount of usage have
actual ly been supporting these custonmers with --
the I ow margi n custoners historically.

So our proposal is to try to even that
out nore, these low margin custonmers to pay a
| arger share of that contribution relative to the
hi gh margi n custoners.

Anot her point with that, as we stated,
that these high margin custoners would be nost

attractive to conpetitors such that, if we don't
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rebal ance the recovery, that as we | ose nore and
more of those high vol une custoners that that
contribution will disappear that those custoners
are generating at a faster rate thereby | eaving us
with | ess recovery of those costs.

Q And if you are not recovering your costs
costs fromhigh margin custoners, then what's the
al ternative?

A The alternative would be fromthe | ow
mar gi n cust oners

JUDCGE CASEY: Recross?

MR HARVEY: | think | can get by with two
questi ons.

RECRCSS EXAM NATI ON
BY
MR HARVEY:

Q You finally explained a cross-elastic
effect in a manner that | understand. So | owe you
sonet hi ng.

But in any case, the cross-elastic
ef fect between not having your service listed -- a

relatively | arger nunber of people having unlisted
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or unpublished nunbers and the decline in other
services. W can agree that to the extent those
other services are conpetitive or outside the rate
cap, you wouldn't have to take that into account in
this proceedi ng?

A VWll, in this proceeding, our position is
that we are addressing the noncompetitive services.
So to that extent, | would agree with that
statenment, but to the extent that they are included
in the basket of nonconpetitive, you have to take
account for that.

Q And just so | understand this -- | think
you answered that question fairly -- |1 won't --
now, one other question, if I mght, M. Sorenson.
M. Butts just asked you a question having to do
with the loss of relatively high margin c ustoners.

And your testimony was, if | renenber
correctly, that the loss of high margin customers
woul d result in a |loss of custoners who would
traditionally be doing nore than their fair share
of contribution to the shared and common costs of

t he net wor K.
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I's that a fair characterization of what
was sai d?

A Yes.

Q There woul d be other nore conpelling
busi ness reasons not to | ose those custoners,
woul dn't there, M. Sorenson?

A Yes. W are in a business to maxim ze our
earnings, and those are the custonmers we want to
keep, yes.

Q So you are not trying to keep these
custonmers so that you can continue to subsidize
ot her customers because of shear altruism You
just want those custoners, right, for whatever
reason?

A For | ogi cal business reasons, | don't
di sagr ee.

Q kay. Thank you very nmuch, M. Sorenson

JUDGE CASEY: Reredirect?

MR BUTTS: No.

JUDGE MORAN:  Thank you, M. Sorenson. You are
excused.

(Wtness excused.)
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MR

BUTTS: Thank you very nuch.

Can we perhaps gets a sense of how nuch

further we are going to go tonight?

JUDGE CASEY:

or so.

MR

BUTTS: O 7:007?

We are going until 6:00 o' clock

M5. LUSSON: M. Smth does have to catch a

flight tonight.

JUDGE CASEY: M. Smith is next?

M5. LUSSON: He's next.

(Di scussion off the record.)

(Whereupon, GO Exhibit 6.0, 6.1,

6.2, 6.2 PIM 6.3, 6.4, 6.5, 6.5

PIJM and 6.6 were marked for

i dent

fication.)

RALPH C. SM TH,

called as a witness herein, having been first duly

SWOr n,

Q

was exam ned and

testified as foll ows:

DI RECT EXAM NATI ON

BY
M5.  LUSSON:

M. Smth, wll

you pl ease state your nane
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and busi ness address for the record?

A Ral ph Smth, 15728 Far m ngton Road,
Li voni a, M chi gan 68154.

Q M. Smith, you have before you an exhi bit
that's marked 6.0 which consists of the direct
testinmony of Ralph C Smth and appendi x |isting
your qualifications and schedul es whi ch have been
mar ked GCI Exhibit 6. 1.

Was that testinony and exhibits prepared
by you or under your supervision?

A Yes.

Q And do you have any changes to nake to
Exhi bit 6.07?

A W' ve passed out an errata sheet. There
were two nunbers that changed two places in the
testi nony.

Q Ckay. And that's indicated on the third
page of this errata sheet?

A Yes.

Q And any changes to your schedul es nmarked
6.17?

A No changes. Sone of them have been
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superceded by later versions of the schedul e.

Q You al so have before you an exhi bit marked
&Cl Exhibit 6.2 which consisted of the rebuttal
testinmony of Ralph C. Smith and Exhibit 6.3 which
are schedul es which are being replaced, as
understand it, with 6.5 and al so attached to that
is Exhibit 6.4 which consists of citat ions from
appel I ate court opi nion.

Do you have those?

A Yes.

Q And were those exhibits prepared by you or
under your supervision?

A Yes.

Q And with respect to your direct and your
rebuttal testinonies, if | ask you the sane
questions today that appear therein, would your
answers be the same?

A Yes, they woul d.

Q And turning your attention to an Exhibit
6. -- GO Exhibit 6.5 which has been marked the
revised rebuttal schedul es, do you have that before

you?
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A Yes.

Q Now, is it correct that GCl Exhibit 6.5
is a -- schedule is replacing your Exhibit 6.3
whi ch were schedul es for rebuttal testinony?

A Yes. There were sone changes that were
not ed subsequent to the preparation of the rebutta
testimony, and those were provided to the parties,
and Exhibit 6.5 attenpts to provide a conpl ete set
of all the schedul es based on our current nunbers.

Q kay. And is it correct that Exhibit 6.5
has revisions to Schedule E-3, E-5, E-15, and E-18?

A The schedul es you just nentioned were the
adj ust ment schedul es that were changed?

Q Yes.

A And when those changes fl owed through, they
af fected some of the sumrary schedul es as well.

Q Wul d those schedul es be E, C and A?

A Yes.

Q And can you just note for the record what
change was made to Schedul e E-3?

A On Schedule E-3, E-5 and E-15, | corrected

the adjustnment anmounts to reflect one year of a
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five-year anortization.

Q Ckay. And can you explain the change to
Schedul e E-18 and why that was nade?

A A change was made to essentially withdraw
the reciprocal conpensati on expense on Schedul e 18
after the conpany provided some corrected
information that changed information it had
previously provided in response to data requests.

Q And was that information provided by the
company after the filing of your rebutta
testi nmony?

A Yes.

Q And finally, M. Smth, | will show you
what is being marked as GCI Exhibit 6.7 -- | am
sorry -- 6.6.

And is that the corrections to the
rebuttal testimony of Ralph C. Smith and al so the
third page corrections to Ralph Smith Direct?

A Yes. There are three pages.

The first page is an errata for ny
rebuttal testinony.

The second page is a reproduction of
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Page 3 of my rebuttal testinony. The nunbers in
the table on that page between lines 15 and 16 have
changed. So I'mjust providing a current version
of that particular table.

And the third page are the corrections
to ny direct testinony.

M5. LUSSON: And just so the record is clear, we
are marking --

JUDGE MORAN:  This is being nmarked?

M5. LUSSON: CGCl Exhibit 6.6 and we te nder
M. Smth for cross-exam nation.

JUDGE MORAN:  Are there any objections to the
adm ssion of &GO 6.0, 6.1, 6.2, 6.3, 6.4, 6.5 and
6. 67

JUDGE CASEY: \hat's 6.17?

M5. LUSSON: 6.1 are the direct schedul es
attached to M. Smith's direct testinony. They are
stapl ed onto Exhibit 6.0.

JUDGE MORAN:  And 6.2 is that testinony?

MS. LUSSON:  Yes.

JUDGE MORAN:  That's the rebuttal testinony?

MS. LUSSON: Right.
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1 JUDGE MORAN: And 6.3 --
2 MB. LUSSON: Where the rebuttal schedul es which

3 have been withdrawn and replaced with 6.5.

4 JUDGE MORAN: So 6.3 is a separate schedul e that
5 is pretty much -- that has everything that's in

6 6.57

7 M5. LUSSON: Except for the changes that

8 M. Snmithidentified. So we -- just for the

9 conveni ence sake, we just redid the schedul es that

10 were 6. 3.

11 JUDGE CASEY: So we don't need to have 6.37?

12 MS. LUSSON: 6. 3.

13 M5. LUSSON: That's being withdrawn.

14 JUDGE MORAN:  So you are withdrawi ng 6.3?

15 M5. LUSSON: That's why the junp is from6.2 to
16 6. 4.

17 MR, ANDERSON:  What is 6.47

18 M5. LUSSON: 6.4 is an attachnent to 6.2 which

19 is the citation fromthe appellate court opinion.

20 JUDGE MORAN:  (nh.
21 MR, ANDERSON: | see. (kay.
22 JUDGE MORAN: 6.4 is the appellate court
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opi ni on.

M5. LUSSON: It's an excerpt fromthe appellate
court opinion. |It's attached to your 6. 2.

MR, ANDERSON: | follow

JUDGE MORAN:  Now, are there any objections to
the substance of these exhibits?

MR, ANDERSON: We have all kinds of objections
to the substance. But we won't object to the
adm ssi on.

JUDGE MORAN: | nean as opposed to di scovery.

MR, ANDERSON: If | understand what's goi ng on,
the question is whether we object to 6.0, 6.2, 6.3
and that 6.3 is not being offered into evidence?

JUDGE MORAN:  And 6.6 is really --

VR ANDERSON: The errata sheet.

W have no obj ection.

M5. LUSSON: Before M. Anderson begins, | want
to note for the record it's ny understandi ng that
Illinois Bell is stipulating to the fact that
M. Smith had a conversation with Illinois Bell
Tel ephone enpl oyees Bob Reiter and Ji m Degnan

regarding M. Smith's adjustnment for accumul ating
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deferred i ncone taxes.

I mention this because | was going to
i ntroduce an Exhibit 6.7 which was a fact that
M. Smith received fromM. Reiter during the
di scussions, and the reason | was going to
i ntroduce that was because during the cross of
M. Dom nack (phonetic), when |I asked hi m whet her
he had any specific know edge of those
conversations, he indicated he di d not.

M. Anderson and | have discussed this,
and he indicated just --

JUDGE MORAN:  So you are going to stipulate that
there was --

MR, ANDERSON: That's substantially correct. |
woul d note I do not know and -- that the
conversation was specifically directed to
M. Smith's adjustnent.

I believe the conversation may have
occurred before the testinony with the adjustnent
being referred to was present ed.

I will stipulate that M. Reiter, by the

way, wasn't a conpany enployee but was a former
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conmpany enpl oyee and was a consultant in connection
with this case, did have a conversation with
M. Smith regardi ng the subject of accunul ated
deferred incone taxes and that M. Deghan, who is
an enpl oyee, was a participant in that discussion.

JUDGE CASEY: W are going to go off the record
right now

(Di scussion off the record.)

JUDGE CASEY: Go back on the record.

M5. LUSSON: | have amended what's been narked
GCl Exhibit 6.7.
BY M5. LUSSON: Q Can you state for the record
what this is?

A This is a fax | received fromM. Reiter.

It was sent on Decenber 21st, and it
al so refers back to a phone discussion we had had
on Novenber 28t h.

The topics of these discussions was the
company' s bal ance of accunul ated deferred incone
tax in rate base and in particular 97.616 mllion
of a debit balance itemfor nerger issues. It

followed up on their response to CUB Data Request
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13. 11 wherein they indicated that included within
the 97.616 mllion were two itens that they could
identify of these nerger issues of a $60 mlli on
itemrelated to conpetitive declaration and a $21
mllion itemfor allowance for delful (phonetic)
accounts.

Not to bel abor this point, because it's
late in the day, but the end result of the
conversations was that we agreed that the conpany
had renoved -- of the 97.616 mllion, the conpany
had renoved 57.464 nmillion, and that amount can be
verified by this fax by taking the difference
bet ween the two nunbers.

So that left approximately 40 mllion of
debit balance in rate base for nerger issues in the
accumul at ed deferred i ncone tax bal ance, and of the
$21 nillion itemrelated to all owance for delfu
accounts, it was agreed that approximately 1
mllion of that was related to nonregul ated and
approximately 3 percent would be interstate,
| eavi ng approximately 19 to $20 mllion of that

remaining in rate base on M. Dom nack's Schedul e
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2, and that anmount is the amount | renoved in ny
adj ustment which is discussed at Pages 18 through
20 of my rebuttal testinony, and | believe that's
the proper anount to be renmoved fromrate base.

MR, ANDERSON: M. Hearing Exam ner, Ms. Hearing
Exam ner, at this time | didn't interrupt, but | do
object. | viewthis as additional direct
testi nony.

| was approached by Ms. Lusson before
the hearing and asked whether | would stipul ate
that M. Smith had a conversation wi th M. Reiter.

Ms. Lusson indicated that she wanted to
put this exhibit in for the sole purpose of
indicating that there was a conversation

| indicated t o Ms. Lusson that | had no
objection to stipulating on the record that there
was a conversation

I do not know whether this docunent, for
exanple, is the sole information provided to
M. Smith, whether there were foll ow-up responses
along this line, but basically ny objection to the

additional oral direct testinony is that it's
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exactly that.

| don't believe it's appropriate. So
woul d obj ect and nove to strike the testinony
that' s just been given orally.

MB. LUSSON: Well, this -- what M. Snith just
indicated for the record is that it's precisely
what's contained in his rebuttal testinmony at Pages
18 t hrough 20 when he di scusses this adjustnent.

The problemwi th not -- the situation
that caused this additional direct is that, during
the cross-exam nation of M. Dom nack, when |I asked
hi m about the conversations M. Smith had with
these Illinois Bell enployees or consultants, he
i ndi cated that he had no know edge of them And
this was sonething that specifically had been
arranged during the discovery process and in
preparation of testinony.

So needl ess to say, it took us by
surprise when M. Doninack testified that he had no
know edge of these. And considering the fact that
M. Reiter -- he indicated then that M. Reiter is

aretired Bell enployee. 1t became clear to nme |
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was not going to be able to call M. Reiter to the
stand probably, and this seened to be the easiest
way to deal with that situation.

JUDGE MORAN: But it's nore than your intent to
show that there was a conversation, right? That's
not --

M5. LUSSON: To the extent that this shows nore
than a conversation, | would submt that this is
primarily discussed or referred toin M. Smith's
rebuttal testinony at Pages 18 through 20.

MR, ANDERSON: There may well be a discussion of
it in M. Smth's testinony, and we haven't
objected to the adm ssion of M. Smith's prepared
testinony, and we haven't disagreed that there was
a phone conversati on.

| amjust objecting to putting in
additional oral testinony on the issue at this
time.

M5. LUSSON: | would just add -- this is the
final thing | will say on this, is that the
col | aboration seens to be in order, given the fact

that M. Dom nack testified that he had no
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know edge or recollection of these conversations
taking place and that this is what -- these
statenments were what -- this information was what,
in fact, these fell ow enpl oyees or consultants
provided to M. Smth.

JUDGE CASEY: Do you object to the adm ssion of
the facts?

MR, ANDERSON: | don't object for the purpose of
showi ng that there was a conversation wth
M. Reiter and -- between M. Reiter and M. Smth.

| object |I guess -- | don't know what
this is supposed to show. It seens to ne it may be
one part of a series of pieces of information that
may have flowed back and forth to M. Smith. Qite
frankly, I don't know.
I have no objection to admtting it for

t he purpose of show ng there was a conversati on.

JUDGE CASEY: Wiat you do object to is the oral
testinmony given today?

MR, ANDERSON: Right, regarding the significance
of the docunent. That's what | object to.

JUDGE CASEY: It's the Examiner's ruling that
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the Exhibit 6.7 will be admitted.
(Whereupon, GCl/Cty Smith
Exhibit No. 6.7 was
admtted into evidence as
of this date.)

JUDGE CASEY: The additional testinony, oral

testinmony, given by the witness will be stricken.

As a house-cleaning matter, Ms. Lusson,

the exhibits are entitled GC. The Gty joined in

it -- in these exhibits?

M5. LUSSON:  Yes.

JUDGE CASEY: So this would be a G&CI and City?

M5. LUSSON: Yeah, all of them
JUDGE MORAN:  Are they nmarked that way?
M5. LUSSON: No. W'Ill have to mark them
(Whereupon, GCl/Cty Smith
Exhi bi t
6.7 was narked for
identification.)
JUDGE CASEY: Is there anything el se,
Ms. Lusson?

M5. LUSSON:  No.
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JUDGE CASEY: It's been a while since M. Smth
first got on the stand, but | don't recall if al
his exhibits were admitted by the Exam ners.

M5. LUSSON: | think all except 6.7 which
woul d al so nove for the adm ssion

JUDGE CASEY: | admitted that one. kay.

Then cross - exam nati on?

VR ANDERSON: Yes. W do have some
Cross-exam nati on.

CRCSS EXAM NATI ON
BY
MR, ANDERSON

Q M. Smith, you nade some changes to the
schedul es which you had prefiled with your
rebutt al

Just to clarify, | don't know -- did you
make any changes to the text of the testinony other
than the table which appears at Page 3 of your
testi nmony?

Were there any additional changes that
were made in the body of the testinony as opposed

to the schedul es?
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A I think some of the other nunbers on Page 3

changed. On Line 14, the 956 billion nunber. On
Line 17, the 28.49, and on Line 18, the 43.08.

Q kay. And what would -- those are all on
Page 3, correct?

A Yes.

Q The nunbers you just read?

I take it this revised Page 3 with the
revi sed nunbers which is attached at Page 2 of
Exhibit 6.6 reflects your view of the correct
nunbers on Page 3?

A Yes.

Q So the record is clear, these nunbers
substitute for what's on Page 3 of Exhibit 6.2,
correct?

A Correct.

Q Wul d there be a change on Page 14 with
respect to the cal cul ation of your proposed -- or
the di scussion of your proposed adj ust ment
regardi ng pension settl enent gains?

A Yes.

Are you looking at the first page of the
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errata?

M5. LUSSON: It's all stated in the errata, the
cover page of the errata.

MR, ANDERSON: Ckay. | apol ogi ze.

THE WTNESS: We tried to go through and find
where these nunbers are nentioned and summari ze al
the changes on the first page of the errata.

MR, ANDERSON: Ckay. | just haven't had a
chance to check all those, but I will put those
asi de and thank you.

BY VR ANDERSON: Q Now, could you please turn to
Page 32 of your direct testinmony. Beginning at

Li ne 6, you discuss a proposed adjustnent for the
removal of $13.784 mllion of merger costs that SBC
billed to Aneritech Illinois in the year 2000; is
that correct?

A That's correct.

Q And it's your opinion that the $13.784
mllion is a cost that woul d not have been incurred
but for the merger of Aneritech and SBC, is that
correct?

A That's -- yes. That's part of the reason
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This is actually one of the adjustments | thought
the conpany agreed with

Q We do, and | just want to get sone
clarifications for your reason for the adjustnent

for the record.

A Ckay.
Q If it'"s not -- it's not an issue in
controversy, | don't believe, and this should go

fairly quickly.

Is it your understanding that the
company incurred costs associated -- the nerger
occurred in 1999, correct?

A Yes.
Q And it's your understandi ng the conpany
incurred costs associated with the nerger in the

year 1999 as well as the year 20007?

A I know they incurred costs, yes.

Q In 1999?

A Yes.

Q And is it correct that one of the reasons

for your proposal to remove $13.784 nmillion in

merger costs fromthe 1999 operating incone
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statenent is that those costs were not billed to or

Is that one of the reasons?

t he year 20007?
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( Change of reporter )?

A I point that out. | think the main reason
is that there are nmerger costs and are simlar to
the other nerger costs that were reported bel ow t he
I'ine.

Q But one of the r easons was that the costs
had not been billed to or booked by Ameritech
Illinois until the year 2000. That was anot her
reason?

A | did nention that, yes.

Q So that was a reason?

A It was a reason but it wasn't the primary
reason.
Q Ckay.

And, in fact, that reason you did not
consi der the $13.784 nmillion to be a 1999 test year
expense; is that correct?

A What | said was the $13.784 nillion is not
a 1999 expense and it's simlar to other nerger
costs that IBT recorded below the line. It should
be renoved fromthe expenses for the 1999 test

year. And | go through it and cal cul ate the dollar
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anount in the adjustnent.

Q And | just have one nore question

Do you recall in Data Request

No. 5, which would have been in the first set of
data requests, to -- actually, I'mnot sure what
set this is. It would have been the first set
directed to your testinony in which you were asked
to explain the basis for your assertion that the
$13,784 mllion nerger cost is simlar to other
merger costs that |1BT recorded bel ow the |ine.

A | recall the data request 5.

Q Did | read the -- paraphrase the data

request correctly?

A The actual data request itself?
Q Yes.
A Yes. To explain the basis for ny assertion

that the $13.784 mllion nerger cost is simlar to
other merger costs that |BT recorded bel ow t he
line, Page 32, Lines 10 through 12, GO Exhibit 6.
Q And you indicated in your response one of
your -- one of the things you indicated is that

they're simlar to other nerger costs that |BT
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recorded below the line in 1999, correct? That's
one of the things you nentioned?

A Correct.

Q And you al so nentioned that -- is it also
correct that you stated, quote, Unlike the 1999
costs that |IBT recorded below the line, the $13.784
mllion was not even billed to or booked by IBT
until 2000; thus, it is not a 1999 test year
expense, unquot e.

D d you make that statenent?

A Not in those exact words. | did point to
the fact that it was not booked in 1999

Q VWll, | believe | read that sentence
ver bati m

Wul d you read the sentence that begins,
Unlike the 1999 costs, for the record?

A Unlike the 1999 costs that |BT recorded
below the line, the 13.784 mllion was not even
billed to or booked by IBT until 2000; thus, it is
not a 1999 test year expense.

Q Ckay. Thank you.

The next sentence states, quote, it
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shoul d be renoved from expenses for the 1999 test
year, unquote; is that correct?

A Correct.

Q Thank you.

Now, woul d you pl ease refer to
Page 34 of your direct testinony.

A Yes.

Q There you discuss at Lines 3to 5 -- in
that portion of your testinony you di scuss an
adjustnent related to accruals for asset
di spositions; is that correct?

A That's correct.

Q And at Lines 4 to 5 you use the phrase,
quote, a nore appropriate rate naking treatnent,
unquote; is that correct?

A Yes.

Q And is it correct that you did not rely on
any orders of the Illinois Conmrerce Conm ssion that
support for your view of what the, quote, nore
appropriate rate making treatnment, unquote, of this
itemwould be?

A | don't knowif | relied on any orders
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specifically for this. | did rely on orders such
as the order in 92-0448 for the five-year
anortization period. | noted that the Conm ssion
had used five years for a nunber of different costs
in that proceedi ng which were being normalized.

Q Do you recall receiving a data request,
Item6, of the first set of data requests directed
to your direct testinony?

A Yes.

Q Is it correct that the question states
quote, Explain the basis for M. Smith's assertion
at Page 34, Lines 3 to 4 of GO 6.0 that, quote, if
the $5.518 mllion is to reverse expense over
accruals that built up over a per iod of severa
years, unquote, comra, the appropriate, quote, rate
maki ng treatnment, unquote, would be to anortize it,
provide all supporting docunents i ncluding
Conmi ssion orders.

Did | read the request correctly?
A Yes.
Q And is it true that the first sentence of

the response reads as follows: Quote,
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M. Smith's testinmony does not reference Conmi ssion
orders for this adjustnent but references sone of
the specific Conpany responses to data requests
relied upon and provi des the anal ysis underlying
t he adj ust ment, unquote.

Is that the first sentence?

A It's the first sentence of ny very |ong
expl anati on.

Q And the | ong explanati on does not cite any
Conmi ssion orders; isn't that correct?

A No Conmi ssion orders are cited here. As |
mentioned earlier, | did rely on 92-0448 for the
five-year anortization period.

Q Did you consider the order in that case to
be a supporting docunent or a document supporting
your proposed adj ustnent?

A Probably not except for ny general reliance
on that for the five-year anortization period.

Q So you're relying on that to choose a
five-year anortization period. You weren't relying
on it for the proposition that it was appropriate

to anortize it; is that correct?
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A | noted that -- and this is probably
mentioned in other places in ny testinmony -- that
when | first discussed the five-year anortization
period, | cite that order and note that the
Conmi ssion had used a five-year period for expenses
where it was normalizing the cost inpact in that
docket .

Q Ckay. Was this data response conplete at
the tinme you provided it?

A Probably, yeah

Q Do you still consider it to be a full
accurate, conplete data response to that data
request ?

A | think it's conplete with the additiona
expl anati on considering the five-year period, yes.

Q The order in 92-0448 does not contain any
di scussi ons regardi ng adj ustnents for asset
di sposition accruals of the nature issue in this
case; isn't that correct?

A Not for that particular item There were
other itens that were being nornalized.

Q Were there any asset disposition accrua
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credits being normalized?

A | don't recall any.

Q I refer to Page 45, Lines 9 through 11 of
your direct testinony.

A Yes.

Q You cite the order 92-0448, is that
correct?

A Yes.

Q Wuld it be correct that that is the only
specific order of the Illinois Comrerce Comm ssion
whi ch you cite or relied upon in connection with
your proposed adjustment, the tel ephone plan under

construction?

A That's the order that's nmentioned in the
testi nony.
Q Isn't it correct that that's the only order

whi ch you' ve either cited or relied upon in support
of your proposed adjustnent at the tinme you
prepared your direct testinony?

A That's an order | cited in the testinony.
I"maware of other cases before the Conm ssion that

had this type of treatment for construction work in
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progress. | didn't go back and | ook at all of the
orders but | do -- | recall from having
participated in some other cases.

Q You were asked a data request in Item 7 of
the first set to identify, ask whether you were
aware of any regulatory orders including orders of
this Conmm ssion in which your approach had been
adopted and if so to identify and provide all such
orders; isn't that correct?

M5. LUSSON: | would just note for the record
that the response indicates M. Smith has not
attenpted to research specific orders as the basis
for this adjustnent.

MR ANDERSON:. Q So you didn't cite or rely on
any ot her specific orders other than the one you
cited in your testinony, correct.

A | didn't cite other specific orders.
That's correct.

Q And you haven't attenpted to research any
specific orders, correct?

A Right. | didn't research orders but | was

aware of other cases because | had participated in
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ot her cases.

Q But you couldn't cite any specific cases in
response to the data request?

A I think the response to the data request
provi des a response to the data request and

expl ains the basis for the adjustnent.

Q Does the data response cite any orders, yes
or no?
A It doesn't cite any other orders.

M5. LUSSON: (njection. Asked and answered.

MR ANDERSON:. Q And was that a full and
conpl ete response to the data request, the response
that you provided

A The response to the data request or the
response to your question?

Q The response to data request, ltem?7.

Was the data response that you provided

a full, accurate and conplete response to the
question asked?

A Probably, yes.

Q Ckay. Thank you.

Wul d you please refer to Page 47, line
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1 18 through Page 48, Line 2 of your rebuttal

2 testinony.

3 There you recomrend - -

4 A I amsorry. Repeat the page reference.

5 Q Page 47 --

6 M5. LUSSON: In the direct?

7 MR ANDERSON: In the rebuttal. I'msorry if |
8 didn't say that. | apol ogize.

9 THE WTNESS: Wat was the page reference agai n?
10 MR, ANDERSON: Q Page 47, Line 18 is the

11 begi nni ng.

12 A O the rebuttal ?

13 Q Correct.

14 A Yes.

15 Q There you recomrend adj usting tel ephone

16 plan under construction to a, quote, nornalized

17 level using an average, unquote; is that correct?
18 A That's correct.

19 Q As used in Line 20, is it correct that the
20 termnormalized |l evel would mean the sane as a

21 normal |evel ?

22 A A level that's nore representative of a
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normal bal ance that had been experienced, yes.
Q Ckay.

And you made an adjustnent to reduce the
bal ance of what you determined to be a norma
representative | evel of tel ephone plan under
construction, correct?

A Yes.

Q And to devel op that normal |evel, you used
a 36-nmonth average of the nonthly bal ances of
tel ephone pl an under construction; is that correct?

A Yes, | did. | included all of the anal yses
with the direct testinony and the schedul es that
were provided with that.

Q Ckay.

If an incone statenment itemis
abnormal ly high in a particular year due to
ci rcunst ances which are nonrecurring, would it be
appropriate to normalize that expense item by
reduci ng or by making an adjustnent to reduce the
itemto a normal representative level simlar to
the adj ustnent you nmade in the rate case?

M5. LUSSON: M. Examiner, can | ask a
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clarification question. Are you speaking in

general terms or are you referencing --

MR. ANDERSON: | am speaking in general terns.

THE WTNESS: 1In general terns, inconme statenent
itens are nornalized as well. And | think there's
several of these -- or at |least a couple in dispute

here where the Conpany's approach is just to take
it out entirely such as the pension gains; whereas,
the GCI and Staff approach is to try to reflect it
over sone kind of average period. And GCl and
Staff have come up with sonewhat different mnethods
of doing that but the idea is not to renove it
entirely but to kind of snooth the inpact on the
test year.

MR ANDERSON:. Q To normalize it.

A To normalize it.

Q By reducing it to a normal representative
| evel, correct?

A To reflect it in rates at sone kind of nore
normal level, yes, not to renove it entirely as the
Conpany i s proposing.

Q Now, woul d you pl ease refer to Pages 28 and
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29 of your rebuttal testinony.

A Yes.

Q At that portion of your testinony you
di scussed the issue of whether pension settlenent
gains recorded in 1999 and the first half of 2000
were caused by the nerger of SBC and Ameritech; is
that correct?

A No. | think what I'mresponding to is
M. Domnick's claimthat the pension settlenent
gai ns were not caused in any way by the nerger of
SBC and Ameritech. And | just expressed the
skepticismof that.

Actual ly, this point really doesn't
effect the adjustnent at all because | would stil
be making it. And since then he's provided sone
addi ti onal data responses that address the pension
settl ement issue which provides sone nore
information in his surrebuttal testinony.

| believe the adjustnment stands as
calculated and it's really not that inportant
whet her these people left or whether their |eaving

was i nfluenced by the nerger
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Q And, in fact, you do not consider these
pensi on settl enent gains the ones booked in 1999
and the first half of 2000 to be nerger rel ated
savings that should be netted agai nst other nerger
costs; isn't that correct?

A Correct. They're an itemthat occurred in
1999. The Company has explained that it wasn't
caused by the merger. \Wether people decided to
| eave after the nmerger is -- you know, I'ma little
bit skeptical but 1'maccepting the Conpany's
expl anation that they weren't caused by the nerger
They should be treated as a cost item that effected
the test year based on the abnormal |evel of
retirements experienced in 1999.

And ny recomrendation is that that cost
i npact be normalized. It shouldn't be treated as a
-- there's a special category of merger rel ated
costs. I'mnot recommending that it be treated as
one of those.

Q Ckay. Thank you.

Pl ease refer to Page 52 of your rebutta

testi nony.
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A Yes.

Q Now, refer to beginni ng on Line 15 you
state that, The 11.8 percent appears reasonable in
comparison with cost rate for comon equity for
intrastate tel ephone operations and other recent
cases in which I have participated as a w tness as
summarized in the follow ng table.

Then you have a table which lists sone
i nformati on about three cases; is that correct?

A That's correct.

Q Now, is it correct that the first case
cited is an order -- that involves an order dated
11/29 -- or Novenber 29, 2000 in a case involving
the Mat anuska Tel ephone Associ ati on?

A That's correct.

Q This is an order of the Regul atory
Commi ssi on of Alaska. Wuld that be correct?

A Correct.

Q And is it correct that the Matanuska
Tel ephone Association is a nmenber owned
co-operative?

A That's correct.
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Q Is it correct that in the proceedi ng
Mat anuska Tel ephone Association initially proposed
an 8.06 percent overall rate of return which

reflected an 11 percent return on equity?

A Based on our recollection that seens
correct, yes. | do recall specifically the
11 percent.

Q And the staff of the Comm ssion of the
Al aska Conmi ssi on basically concurred with the
Conpany's proposal with respect to its capital
structure and rate of return in that case; isn't
that correct?

A That's correct.

Q Is it correct that in its order the
Conmi ssion noted staff's concurrence and approved
that overall rate of return noting that it is a,
quote, rather conservative estimte of rate of
return, unquote?

M5. LUSSON: If you're going to read or quote
fromthe order, do you have a copy of that order?

MR ANDERSON: | do. |If he needs a cite, |

woul d be happy to give it to him
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Q Do you recall whether the order stated
t hat ?

A I know t hat the Conmi ssion adopted the
capital structure and cost rates because they were
agreed to by all of the parties.

Q Wul d you agree that at Page 15 of the
order the foll ow ng statenent occurs:

Concl usion --

JUDGE CASEY: M. Anderson, if you want himto
agree to sonething in the order, he has got to see
t he order.

THE WTNESS: This paragraph here?

MR ANDERSON:  Yes.

Q | just want to read it and ask you if
that's correct.

Is it correct that the order states at
Page 15, Concl usion, MIA has requested an 8. 06
percent rate of return. This rather conservative
estimate of rate of return reflects a wei ghted cost
of capital of 5.58 percent for long-termdebt, and
an 11 percent return on equity.

Is that what it states?
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A Yes.

Q And it further states that, The PAS --
which | assune is an abbreviation for the
staff -- concurred with MIA' s proposed capital
structure and rate of return?

A Right. PAS is Public Advocacy Secti on.
It's a section of the staff.

Q Were you a witness in that case?

A Yes.

Q Did you testify on the cost of equity?

A Yes.

Q You were a witness for the staff in that

A Ri ght, for the PAS.
Q Thank you.
Do you know what net hodol ogy was used by

Mat anuska in developing its proposed cost of equity
of 11 percent in that case?

M5. LUSSON: M. Examiner, |'mgoing to object
at this point. The chart that's included in M.
Smith's rebuttal testinony speaks for itself. Now

we're getting into detailed questions about the
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met hodol ogy used in this A askan case. | think we
have gone beyond M. Smith's testinmony as to why he
sel ected an 11.8 percent return on equity |evel for
pur poses of making his revenue requirenent
cal cul ati on.

JUDGE CASEY: So your objecting to beyond the
scope”?

M5. LUSSON: That's right.

JUDGE CASEY: Response

MR, ANDERSON: M response is | don't have a | ot
of questions on this area. [|'mnot going to delve
deep into it but | do believe | have a right to
inquire as to M. Smth's know edge of the facts
and ci rcunst ances which gave rise to any orders or
stipulations to nake the record clear as to how
rel evant these are to the issues in this case and
to whether any wei ght should be given to an order
whi ch adopts a particular -- or a stipulation which
adopts a particular cost of equity in another
pr oceedi ng.

As | understand it, M. Smith is citing

these orders as relevant to the reasonabl eness of
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an 11.8 percent rate of return and I believe | have
some -- | should have sone latitude to explore his
know edge about these orders and the cost of
equities in the orders.

JUDGE CASEY: The objection is overruled
al t hough the level of howthat -- | nean, we're
starting to get deep.

Do you recall -- can you please repeat
the question, M. Anderson.

MR ANDERSON: Q Do you know what net hodol ogy
was applied by the Matanuska Tel ephone Associ ati on
in developing its proposed 11 percent cost of
equity.

A Do you want ne to answer?

JUDGE CASEY: Yes.

THE WTNESS: | think it was primarily based on
their judgnment and the conpany peopl e.

MR, ANDERSON:. Q Based on what, | missed the
first part?

A Based on their judgnent.

Q Based on judgnent.

Do you know for what tinme period that
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cost of equity was cal cul at ed?

A It's for rates that are still yet to go
into effect.

Q kay. Now the next case --

A Effect of this year, so it's current.

Q The next case cited at the bottom of Page
52 is case involving US Wst Comuni cati ons pendi ng
before the Arizona Corporation Conmission in Docket
T-01051B-99-0105; is that correct?

A That's correct.

Q Now, you have referred to that case as a
stipulation; is that correct?

A. It's currently ny understanding it's a
stipulation that was agreed to by sone but not all
of the parties and will go before the Comm ssion
| ater this nonth.

Q Wuld it be nore accurate to characterize
it as a settlenent agreement of a pending request
for US West, now known as Quest, general rate case
and that the agreement was between Qaest
Cor poration and the Arizona Corporation Comm ssion

Staff?
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A It started out as an agreenent between
those two parties and I think a couple other
parties joined. | think FAE DOD joined and | think
one or two others. There's still sone other
parties that haven't joined yet that are opposing
actual ly.

Q But it would be a fair characterization to
refer to it as a settlenent agreenment?

A At this stage, yes. | think it's in the
stage of a pr oposed decision actually now

Q A proposed deci si on approving the
settl ement agreenent?

A Yes, but it hasn't yet been approved as
such by the Commi ssion

Q Ckay. And the settlement agreenent
i nvol ves adoption of a price canpaign plan for
Qnest in the adoption of rates designed to recover
a revenue requi renment deficiency.

Wul d that be correct?
A That was all part of it, yes.
Q And the settl enment agreenent contains a

provision that for rate making purposes the parties
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to the agreenent agreed that a reasonable return on

fair value of rate base is 9.61 percent, correct?
A Ri ght, but keep in mnd the words fair

value. In Arizona they have a cal cul ati on where

they calculate a different return on fair val ue

rate base.

Q Ckay.

A It's different than original cost.

Q Ckay. The stipulation does not -- or the
settl ement agreenent does not reference -- not

specifically identify what the cost of capital or
agreed cost of capital would be as applied to
original cost of rate base; isn't that correct?
A It does reference that it's -- the
settl ement agreenent is using staff's recomended
nunber .
Q And the recomended nunber of
9.61 percent is a recommended nunber or a
reconmended return on fair value of rate base,
correct?
A Right, but it's based on staff's cost of

capital recomendati on
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Q Ckay. Again, we're getting kind of off
track but | thought you just indicated that that
nunber as applied to a reasonable return on the
fair value of rate base -- on a fair value rate
base woul d not be the same nunber as applied to an
original cost rate base; is that correct?

A Right. They go through an interpolation
where they essentially produce the sane result.

Q Ckay.

And mmy question is, the settlenent
agreenment does not identify the cost of capital or
rate of return that would be applicable to an
original cost rate base, correct? It doesn't
translate the 9.61 percent into a nunber which one
could then take and say, this is the number that
the parties have agreed to apply to an origina
cost rate base; is that corr ect?

A That's not spelled out explicitly in the
settl ement agreenent but it does indicate clearly
that the nunber that's being adopted for rate of
return and for the fair value of rate base as well

is fromthe staff's filing. You can | ook back at
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the details of that and determ ne what the
conpar abl e original cost nunbers woul d be.

Q Now, the staff rate of return of
11.75 percent whi ch you show on your chart, is that
the rate of return on equity which is consistent
with the 9.61 percent return on fair value rate
base?

A That woul d be the nunber that it was based
on, the 11.75. | think all of these nunmbers are
related to original cost.

Q Equity nunbers are related to origina
cost ?

A Yes. There is an interpolation to
essentially produce the same results using a fair
val ue rate base

Q Wul d you agree that the settl enent
agreenment does not specifically reference a cost of
common equity?

A It does reference -- it's using staff's
recomended cost of capital, which includes this
cost of equity.

Q Now, woul d you agree that the settl enent
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agreenment contains a provision which expressly
states that the agreenent represents the party's
mutual desire to conprom se and settle di sputed
clains and issues regarding the prospective just
and reasonable rate | evel s of Qaest?

M5. LUSSON: 1'mgoing to object. If
M. Anderson, once again, wants M. Smth to agree

that a settlenment or a stipulation states something

in particular, | think he needs to showit to the
Wi t ness.

JUDGE CASEY: | agree.

MR, ANDERSON: | woul d be nore than happy to.

Q Take a | ook at that, M. Smth, and |'|
ask you if you recognize that as the settl enent
agr eenent ?

A It looks |like one version of it, yes.

Q. Does it look Iike the version that's posted
on the web site for the Arizona Corporation
Conmi ssion along with the proposed order adopting
it. Wuld you agree that --

A I haven't checked their web site and | have

seen versions of this. I'mnot sure if it's been
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nodi fied since but it does | ook |ike a version of
the settl enent agreemnent.

Q Whul d you accept subject to check that it
is the settlement agreenent that is posted on the
web site for the Arizona Corporation Conm ssion?

A ["1l accept that.

Q Whul d you pl ease refer to Page 9 of the
settl ement agreenent.

A Page 9.

Q | amsorry, M. Sm th, | nmeant to refer to
Paragraph 9. Wuld you agree that Paragraph 9 is
headed or has the title Conpromnm se?

A Yes.

Q Whul d you agree that Paragraph 9 expressly
states that, This agreenent represents the Parties'
mutual desire to conprom se and settle di sputed
clains and issues regarding the prospective just
and reasonable rate | evels of Qwest, and that the
agreenment represents the conprom se of the position
of the parties?

MR, BRADY: | would like this to be an objection

as much as a request of clarification. This is the
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second docunent that he's used with this w tness
that I'mnot sure if he has the intent of at |east
admtting it in as an exhibit, so at |east staff
will have an ability to look at this later on so |
guess | have a question if this is going to be
admtted into evidence, then we will al [ow this.

O herwi se, we woul d have an objection for this line
of questi oni ng.

MR ANDERSON: | wasn't intending to make it an
exhibit. | don't think I'"'mrequired to. | thi nk
the Iine of questioning is appropriate w thout
making it an exhibit.

I have no objection of making it an
exhibit. M only point is to point out that sone
of the provisions -- make clear that it's a
conprom se of the parties and that the parties to
the settl enment agreenent reserve the right to take
i nconsi stent positions if the Conm ssi on doesn't
approve it, which the Comm ssion has not approved
it according to the witness.

And | was sinmply going to make cl ear

through this wi tness who has testified that he
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participated in the case and has recogni zed this as
the settl enent agreement whether these are
provi sions of the settlenent agreenent.

I really only have a few nore questions
al ong those lines.

VR BRADY: Your Honor, we all see where he is
going with this. It's just that when we go back to
review the record, we would like to make it clear
and easy to follow

JUDGE CASEY: The bottomline is this, you're
crossing himon it to show some sort of a fact that
this is based on a conpronmise. | think it would be
nmore appropriate that it would be at |east marked
for identification purposes. | haven't seen it, so
| don't know what it says other than what's been
read into the record. So I would agree with staff.

MR, ANDERSON:  Ckay.

JUDGE CASEY: |'mnot saying that you can't ask
the questions. |'mjust saying they should be nade
for identification.

MR, ANDERSON: | don't have copies for the

reporter but | can certainly nake those for you
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t onor r ow.
JUDGE CASEY: If you could for both the Al askan
case and the Arizona case.
MR, ANDERSON:  All ri ght. The Al askan order
woul d be Ameritech Illinois Cross of Staff
Exhi bit 29.
JUDGE CASEY: Yes. Then Arizona would be
Ameritech Smith Coss 30.
MR ANDERSON: Al right.
(Whereupon, Ameritech Illinois
Smith Cross Exhibit
Nos. 29 and 30 were narked for
identification.)
JUDGE CASEY: Gkay. Thank you.
(Record read as requested.)
THE WTNESS: That's a paraphrase of Paragraph
9. It's not stated exactly the way it's worded
here.

MR ANDERSON:. Q Is it a fair characterization

of it?
A It's a standard subparagraph.
Q Ckay.
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Wul d you refer to Paragraph 8?2

A Yes.

Q That paragraph is entitled Comm ssion
Approval and Severability, correct?

A Correct.

Q And that provision provides that, Each
provi sion of the agreenment is in consideration and
support of all other provisions, and expressly
condi ti oned upon approval by the Arizona Comm ssion
wi t hout material change, correct?

A Correct, not exactly as it's worded. It's
par aphrased pretty accurately.

Q And is it also true that that paragraph
provides that unless the Parties otherwi se agree in
the event the Arizona Commission fails to accept
and approve the settlenent agreenent according to
its terms, then it shall be deenmed withdrawn by the
Parties and the Parties shall be free to pursue
their respective positions in the rate case w thout
prej udi ce?

A It does provide that, yes.

Q Thank you.
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Now, | believe that you indicated
there's been no final order but there's been a
proposed order addressing a settlenment agreenent;
is that correct?

A | have been advised that it's schedul ed for
one of the upcom ng Comm ssion open neetings. |'m
not sure if there's a proposed order yet but
usual ly there has to be a proposed order before it
gets on the agenda.

Q Vell, I'"mgoing to show you a docunent
whi ch is ny understanding of what the proposed
order is in that case and ask you if you recognize
t hat .

JUDGE CASEY: M. Ander son, are you trying to
determ ne whether or not there's been a final order
on it?

MR ANDERSON: | know there's not been a final
order.

JUDGE CASEY: | s that what you're trying to get
out of this wtness?

MR ANDERSON:  No.

THE WTNESS: It does appear to be a proposed
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order or at least a draft of one.

MR, ANDERSON: Wul d you please turn to
Page 9 of the draft order or the proposed order.

A Page 9.

JUDGE CASEY: We're going to mark this as
Ameritech Smith Cross Exhibit 31 for
identification?

MR ANDERSON: Correct.

(Whereupon, Ameritech Illinois
Smith Cross Exhibit No. 31 was
mar ked for identification.)

MR, ANDERSON: Q Wbuld you agree that in the
first full paragraph of that proposed order the
foll ow ng | anguage appears --

MR, BRADY: (bjection, your Honor. He's
crossing the witness with a docunent that he has

not seen before?

MR, ANDERSON:  Well, | thought -- maybe I'm
wong. | thought he had accepted that this is a
draft or proposed order. |If he doesn't want to

accept that, that's fine.

MR BRADY: It doesn't mean that it was his
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draft of it.

JUDGE CASEY: But the witness can answer the
question.

MR ANDERSON: Q M question is, is it correct
that in that portion of the proposed order the
foll ow ng | anguage appears, quote, In accepting the
agreed upon revenue incr ease, we of course, are not
det ermi ni ng how t he Conmi ssi on woul d deci de any
particul ar issue.

A Can you point that out to ne?

MS. LUSSON: | guess --

MR, ANDERSON: The only question is whether it
says that. That's the only question | have on the
t abl e.

M5. LUSSON: My objectionis this, first, is
this a draft proposed order or is this the
equi valent of a HEPO here in Illinois. [|'m not
sure what this is.

MR, ANDERSON: This is a docunment that appears
on the Arizona Corporation Comm ssion web site and
it's designated as a proposed order. That's all

know.
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M5. LUSSON: This questioning seenms to go beyond
the scope of M. Smith's limted testimny on this
i ssue which is that he cites three Commi ssion
orders --

JUDGE CASEY: Ms. Lusson, I'mgoing to allowthe
question. 1'mgoing to -- | knowit's a proposed
order. | know the weight of ny own proposed
orders. So if the witness would answer his | ast
questi on.

THE WTNESS: It does say that they are not
det erm ni ng how t he Conmi ssi on woul d deci de any
particul ar issue, but within the other portions of
the order they do identify the rate of return and
the fair value rate base.

MR, ANDERSON:. Q They identify that as
conponents of a settlenment agreenent, correct.

A As part of the proposed order. |If they
don't do that in Arizona, they can't put rates into
effect.

Q The proposed order is approving the
settl ement agreenent, correct?

A Correct.
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Q So any rates of return being referred to
are the rates of return that are in the settl enent
agreenent, correct?

A Ri ght.

Q And t he proposed order states that by
adopting a settlement agreenent, the Conmmi ssion
woul dn't necessarily decide the sane way on these
issues if there weren't a settlenent agreenent,
correct?

M5. LUSSON: njection. M. Anderson did not
let the witness finish his |ast response.

THE WTNESS: The parties that agreed to the
settl ement used the staff's recommended rate of
return, which includes 11.75 percent return on
equity. And | have laid out what the other parties
to that proceedi ng who had made recommendati ons
concerning the rate of return, what they had
pr oposed.

MR, ANDERSON:  Ckay.

Q Now, finally, we get to the North Dakota
Publ i c Service Conmi ssion

At the bottom of Page 52 --
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JUDGE CASEY: O?

MR, ANDERSON:  This is ny last line.

JUDGE CASEY: Page 52 of what?

MR, ANDERSON: Page 52 of the rebuttal

JUDGE CASEY: Thank you

MR ANDERSON:. Q At the bottom of Page 52 the
last itemyou cite is a case involving US West
Communi cati ons before the North Dakota Public
Servi ce Commi ssion, correct.

A Correct.

Q You refer to an order dated
Sept enber 20th, 2000; is that correct?

A Yes.

Q That case involved a review of a cost of
service study presented to support an increase in
the price of local residential service; is that
correct?

A Yes, that's part of an overall rate
rebal ancing that was interrelated with other
proceedi ngs, but yes.

Q And the cost study at issue in that case

was filed on August 17th, 1999 and utilized a 1998
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cal endar test year. Wuld that be correct?

A It did use a '98 test year

Q Ckay. You indicate that the Comm ssion in
that case -- well, let ne back up.

Woul d you accept subject to check that
the cost study at issue in that case was filed on
August 17th, 1999?

A One version of it was. It went through
nunerous iterations before it got to the fina
order. Sonething was filed with that

Q Now, you indicate that the Commission in
that case adopted a cost of equity of
11.25 percent. Wuld that be correct?

A Yes.

Q Is it correct that the North Dakota
Conmi ssi on adopted the 11.25 percent return on
equity based on DCF or discounted cash flow
estimates of the market required returns at the end
of the 1998 cal endar year test period in that case?

A I know t hey used the DCF nethod. | don't
recall whether the returns were extended beyond

there and exam ned for periods beyond 1998.
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Q Wuld it refresh your recollection if |
showed you a copy of the order, M. Smth?

A | don't know if it would or not. | don't
know how much detail they went into as to what DCF
peri ods they | ooked at.

Q Did you review the order in preparing for
your testinony?

A | took a look at it, yes.

Q And you participated in the case, correct?

A Yes.
Q Now, |'mgoing to show you -- and if you
would like, I'lIl mark this as an exhibit.

JUDGE CASEY: Aneritech Cross 32.
(Wher eupon, Ameritech Cross
Exhi bit No. 32 was
mar ked for identification.)
MR ANDERSON: Q 1'd ask you if you recogni ze
this as the order which was entered or dated
Sept enber 20th, 2000 in the North Dakota Conm ssion
case which you cite at the bottom of Page 52 of
your rebuttal testinony.

A Yes. This appears to be the Conm ssion
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order in that proceeding

JUDGE CASEY: Does that refresh your
recol | ection?

THE WTNESS: Yes.

MR, ANDERSON: Let me refer you specifically to
Par agraph 17. Does that indicate -- does the
| anguage i n Paragraph 17 of that order indicate
that the North Dakota Conmmi ssion adopted the
11. 25 percent return on equity based on DCF
estimates of the market required returns at the end
of the 1998 cal endar year test period in that case.

A Yes, it does.

Q Ckay. Does it indicate that --

A It also indicates that the Commission finds
staff's suggestion 11.25 percent return on conmon
equity as reasonable and shoul d be accepted

Q Ckay. Does it also indicate that
US West propose a 12.39 percent return on equity?

A Yes, it does.

Q And is it correct -- does the order
indicate t hat US West's proposal was al so based on

an estimate of its market return of conmon equity
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for Decenber of 19987

A Yeah. | mean, they | ooked at that and
there was other information in the case including
Us West's last authorized returns on equity in al
of the other states it served.

Q That was for a period ending in 1997
correct?

A Yeah, 1987 through 1997. It says -- the
proceedi ng was the nost recent with an authorized
return of 11. 2 percent in 1997

Q Now, M. Smth, does it also indicate that
in support of its proposal US West presented
estimates of a market required return on equity
usi ng both the discounted cash flow or DCF nodel as
well as the capital asset pricing nodel or
CAPM C-A-P-M

A US West presented various estimates. The
Commi ssion in North Dakota doesn't use those other
model s. They rely on DCF. DCF was in the range of
9.5 percent and 11. 3.

Q My question is this, | think you re getting

there. It is a very sinple question.

1611



10

11

12

13

14

15

16

17

18

19

20

21

22

Dd US West base its proposal on a DCF
and a CAPM anal ysi s?

M5. LUSSON: (nj ection. Rel evance.

MR, ANDERSON: | just have very few questions
here.

M5. LUSSON: M. Exami ner, we have gone -- we're
getting nore and nore into detail and what
met hodol ogy US West used to conpute its recommended
ROE seens irrelevant to the statements nmade in M.
Smith's rebuttal testinmony which was that he
selected 11.8 percent as the | ow end of the c onmon
equity recommendati on nmade by staff in this
proceedi ng and that other recomended costs of
equities that are at issue in these three
proceedi ngs supports a selection of t hat
11. 8 percent |evel.

JUDGE CASEY: M. Anderson, the rel evance.

MR, ANDERSON: The relevance is is ny next
question will ask is whether the Conm ssion
rejected the use of the CAPM and deci ded to base
its decision solely on DCF.

Then the next question after that wll
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be whether he knows whether the Illinois Commerce
Conmi ssion rejects the use of the CAPM and relies
sol ely on DCF.

JUDGE CASEY: Well, why don't we take it one
guestion at a tine.

MR, ANDERSON: Ckay. That's what | was trying
to do.

THE WTNESS: US West used --

JUDGE CASEY: Hold on, M. Smith. Do you know
the answer to the question, the original posed
questi on?

THE WTNESS: | think so.

JUDGE CASEY: Go ahead and answer it

THE WTNESS: US West used DCF and CAP M and
produced a recomrendation in the range of
11.3 percent to 12.4 percent. And then he
di scarded the DCF analysis and went with a
12. 39 percent, so US West did not propose using the
DCF.

MR, ANDERSON:  All right.

Q Is it correct that the North Dakota

Conmi ssion in nmaking its decision to adopt the cost
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of equity of 11.25 percent relied solely on the DCF
estimates of the cost of equity and did not take
into consideration the results of the

CAPM nodel ?

A I think they | ooked at all of the evidence
in the record and they hadn't shown much
perceptance to the CAPM nodel. | think they also
defer to the staff recommendati on as an objective
unbi ased party.

Q Does the order state at Paragraph 17 that,
The commi ssion found the DCF method to be
reasonable and rejected the equity risk prem um and
CAPM pricing anal yses in determ ning cost of conmon
equity?

M5. LUSSON: | think the order speaks for itself
and, in fact, M. Smth just indicated that the
Conmi ssi on chose the DCF anal yses and rejected
CAPM

JUDGE CASEY: (nj ection sustai ned.

Next questi on.
MR ANDERSON: If he said that, | wasn't clear

so thank you for clarifying that.
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I have nothing further. Thank you

JUDGE CASEY: Thank you, M. Anderson

G ven the hour, we will recess unti
t onmor r ow nor ni ng.
Again, we pick up --

M5. LUSSON:. M. Examner, M. Smth cannot be
here tonorrow norning. He has conmtments in
California. It was ny understanding that we were
going to finish M. Smth tonight.

JUDGE CASEY: Well, we've got 7 mnutes of court
reporter tine |left.

CRCSS EXAM NATI ON
BY
MR, BRADY:

Q CGood evening, M. Smith. M nane is Sean
Brady. | amone of the counsel for the staff of
the Illinois Commerce Conmi ssion

A CGood eveni ng.

Q M. Smith, may | direct your attention to
your rebuttal testinony on Page 31 where you
address a directory revenue.

On Page 31, did you not recomend t hat
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the directory revenue be $126 mllion?

A Yes, at least 126 mllion.

Q Now, drawi ng your attention to your
Schedul e E-1 Revised entitled Adjustnment for
Directory Revenue. It's a summary of estinmates and
recomended adj ust ment .

Line 1, states, That directory revenue
in Docket No. 92-0448 was 126 million, correct?

A Yes.

Q You have read that docket and so you're
famliar with how that 126 mllion was derived,
correct?

A | have read it. | have a devel oped
under st andi ng of that, yes.

Q Therefore, you agree with the met hodol ogy
that was used wi thin Docket 92-0448, correct, the
met hodol ogy that was used by the Conm ssion in that
docket ?

A | agree that directory revenue needs to be
reflected for the determination of Illinois Bell's
interstate revenue requirenent, and | agree that

t he anbunt should be at least 126 mllion
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In this case | tried to make various --

JUDGE CASEY: There's no question pending right
now, M. Smth.

MR BRADY: Q M. Smith, in Docket 92 -0448
woul d you be able to summarize the methodol ogy t hat
was used in developing the 126 million.

A I think --

Q Let ne withdraw t hat.

I"lI'l focus you on -- isn't it true, M.
Smith, that in Docket No. 92-0448, the Conm ssion
relied on the cost -- the average cost per access
line in developing its directory revenue nunber in
that case as part of the equation in devel opi ng the
directory revenue in that case?

A I think the Commission relied on the
cal cul ati ons that were presented by Sam Ml eran
(phonetic) in that case. He presented two
al ternative sets of cal cul ations both which cane
out very close to the sane nunber. And it's ny
understanding that that's what the Comm ssion
relied upon.

Q And you used both of those nethods in this

1617



10

11

12

13

14

15

16

17

18

19

20

21

22

docket, did you not, M. Smth?

A | tried to replicate those as closely as |
could as well as looking at other information that
was available in this docket such as the API
Il'linois Financial Information.

MR, BRADY: Thank you. W have no further
questions. W will allow you to redirect.

JUDGE CASEY: Any redirect?

M5. LUSSON: Just one mnute, please.

(Di scussion off the record.)
M5. LUSSON: | just have a coupl e of questions.
JUDGE CASEY: Back on the record.
REDI RECT EXAM NATI ON
BY
MS. LUSSON:

Q M. Smth, M. Anderson asked you sone
questions about your response to the Conpany's Data
Request No. 6 related to your direct testinony.

Is this a copy of that response that you
provi ded to the Conpany?

A Yes.

Q Does that reflect the full and conplete
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response that you provided to the Conpany?

A Yes, it does.

Q " mshowi ng you what's been marked as --
this would be GO Exhibit 6.8.

(Wher eupon,
Exhibit Nos. 6.8 and 6.9 were
marked for identification.)

M5. LUSSON: 1'll show you what | have narked as
GCl Exhibit 6.8.

Q M. Anderson asked you some questions
regardi ng your response to the Conpany's Data
Request No. 7. Does this response represent a
conpl ete response offered to the Conpany in
response to that data request?

A Yes, it does.

Q I's your answer still the sane today as when
you provided that to the Conpany?

A Yes.

Q M. Anderson asked you a series of
questions about t he -- | believe it was Page 57 of
your rebuttal testinony -- Page 52, | amsorry --

regardi ng your reference to three tel ephone conpany
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rate cases and your citation to them as support for

your selection of 11.8 percent return on equity for

pur poses of your revenue requirenent calcul ation
Do you recall those questions?

A Yes.

Q Wth respect to the line of questioning
regardi ng the Matanuska tel ephone case in Al aska
does the fact that there's an agreenent anong the
parties with respect to that 11.00 return on equity
figure in your mind make this figure any |ess
rel evant to your conclusion that it supports the
11. 8 percent RCE | evel you used for your revenue
requi rement cal cul ati on?

A No. | just used these other figures to
evaluate in ny own mnd whether the 11.8 percent
woul d be reasonable. These were other concurrent
t el ephone proceedings in which I was invol ved doi ng
simlar cal cul ations.

Q And with respect to the Qmest case, does
the fact that the State of Arizona Comm ssion uses
a fair value rate base in that proceeding effected

all of your conclusions that the RCE | evel s
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proposed in that docket offer a valid conparison
and support for your selection of an 11.8 percent
return on equity for purposes of your revenue
requi rement cal cul ati on?

A | thought that the RCE reconmendati ons
proposed by the parties in that case with the
possi bl e exception of Quest itself all supported
the use of the 11.8 percent in this case.

Q Is it correct that despite the use of the
fair value rate base, that there can be a
correlation to original cost rate base as was done
in that docket?

A They have to nake a fair value rate base
and rate return calculation in Arizona but the
nunbers are al so cal culated on the original cost.

Q As | understand your testinmony is there an
interpolation that's used when fair value rate base
is used to nake a conparison to original cost rate
base?

A Yes. It usually ends up comng out with
the exact same result.

Q And with respect to the North Dakota
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deci sion, M. Anderson asked you sone questions
regarding the fact that a '98 test year was used in
t hat docket.

Does that at all effect your concl usion
that this was a relevant return on equity
recommendati on for purposes of comparing it with
your selection of an 11.8 percent |evel?

A The rate of equity can change over tine but
one of the things | |ooked at was when the rates
established in that proceeding were going into
effect. Some of those rates were going into effect
in July of 2000.

Q Ckay.

A So | thought it represented another point
of reference that | was aware of.

M5. LUSSON: That's all of the redirect we have.

MR, ANDERSON: | have nothing further.

M5. LUSSON: Then | would nove for the adm ssion
of GCl exhibits 6.8 and 6.9.

MR, ANDERSON: | would object to the adm ssion
of those docunents.

The documents were referenced only after
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I had asked M. Smith a question about whether he
relied on any specific Conmmi ssion orders in
connection with his adjustment with respect to
asset disposition accruals.

M. Smith gave an answer, which | did
not believe was -- or gave an answer for which |
attenpted to impeach himw th the response to Data
Request No. 6.

The purpose of that was to indicate that
we had asked in the response for M. Smith to
identify the Comm ssion orders or other supporting
docunent s upon which he relied.

The first two -- the first sentence is
relevant to that issue. The rest of the response
is a detailed description of the bases for his
proposal. | didn't ask himthe bases for his
proposal. | asked hi mwhether he had cited or
relied on any specific orders.

JUDGE CASEY: Counsel, | don't have a copy of
it, sol can't tell you.

Pl ease proceed.

MR, ANDERSON: M response or ny objection
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simlarly goes to Item7. Again, | had asked him
some questions. | had asked hima question about
whet her he had -- or whether it was true that he
had not relied on any specific Conm ssion orders

ot her than the order which he cites in his
testinmony. Because of the way he responded to that
question, | felt it necessary to point himto the
data request in which we had asked a question about
orders. And he nmade it clear, | believe in
testinmony, what his position was there.

And the first -- again, the first two
sentences of the response, which were the sentences
that were ultimately read into the record, are
responsive to the cross question and to the
i npeachnment of his testinony.

The rest of it, again, goes to an
expl anation for the basis of his proposal, but I
did not ask himfor an explanation of the basis for
his proposal. | was sinply asking himabout
whet her he had relied on any specific orders.

JUDGE CASEY: The objection is overruled. They

will be admitted. 1'Il note, though, that by
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havi ng the whole thing in, we can see whether or
not there was any reference to any other orders.
MR, ANDERSON:  Thank you.
JUDGE CASEY: Could I have the numbers agai n?
M5. LUSSON: It's GCI City Exhibit 6.8 and GC
Gty Exhibit 6.9.
JUDGE CASEY: Were there any other objections?
Al right. They are admtt ed.
(Whereupon, G Gty
Exhibit Nos. 6.8 and 6.9 were
admtted i nto evidence.)
JUDGE CASEY: Thank you very mnuch,
M. Smith. W wll adjourn until 9:00 o'clock
t onor r ow norni ng when we'll pick up on Cook
County's motion to conmpel and start with w tnesses
at 9:30 a.m the examners would appreciate it if
the parties could wite down their proposed
cross-examnation time for the seven or eight
wi t nesses that we have schedul ed for tonorrow
(Whereupon the foregoi ng proceedi ngs
were continued to Wednesday

February 21,2001 at 9:30 a.m)
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